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KPMG LLP
Duke Energy Center
Suite 3200
550 South Tryon Street
Charlotte. NC 28202-4214

,�D� _afindependentRegisteredPubHAA¢countinsFlthi

To the Shareholder and the Board of Directors

Trade$tation Securities,sInca

Opinionon the Finäncial Statement

We have audited the accompanying statement of financíal condition of TradeStation Seäurities,ince (the
Company) as of lularch31,2018, and the related notes (collectivelyethe financial statemeht).In out opioien,the
financiatstatement presents fairly in ali matenial respects; the financial position of the Campanyas of Maidh
31,20%8einconformity wíthU.S.generally accepted accounfing principlese

Basis for Opinion

This financial statement is the responsibility of the Oompany's management. Our responsibility isoto express an
opinion on thisfinandial statementèased on our audit Weare a pubiio accounting firm registered with the
Public Company Accounting Øversight Board (United States¶(POAB) andare required to be independent
with respect to the Oompanyin accordance with the U.S.federal secuatieslaws and the applicable rulesand
regulations of the Secuaties and Exchange Oommission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we pian
and perform the audit to obtain reasonable assurance about whether the financial statement is free of material

misstatement, whether due to error or fraud. Our audit inciuded performing procedures to assess the risks of
material misstatement of the financial statement, whether due to error or fraud, and performing procedures that
respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts
and disclosures in the financial statement. Our audit also included evaluating the accounting principles used
and significant estimates made by management, as well as evaluating the overall presentation of the financial
statement. We believe that our audit provides a reasonable basis for our opinion.

K'PMs u:P
We have served as the Company's auditor since 2011.

May 30, 2018



TRADESTATION SECURITIES, INC.
Statement of Financial Condition

March 31, 2018

(In thousands, except share data)

Assets

Cash and cash equivalents $ 55,317
Cashandinvestments segregated in compliance with federal regulations 1,866,254
Receivables from brokers,dealers,clearing organizations andclearing agents 292,370
Receivables from brokerage customers 95,465
Property andequipment, net 266
Deferred tax asset,net 826
Other assets 15,696
Due from affiliated companies 197

Total assets $ 2,326,391

Liabilities and Shareholder's equity

Liabilities:

Payables to brokers,dealers andclearing organizations $ 164,247
Payables to brokerage customers 2,027,136
Accounts payable andaccrued liabilities 14,853
Due to affiliated companies 4,765

Total liabilities 2,211,001

Shareholder's equity:
Common stock, $1.00par value.Authorized 1,000 shares; 100 issued and outstanding -

Additional paid-in capital 30,334
Retained earnings . 85,056

Total shareholder'sequity 115,390

Total liabilities and shareholder's equity $ 2,326,391

Seeaccompanyingnotesto financial statements.
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TRADESTATION SECURITIES, INC.

Notes to Financial Statement

March 31,2018

(1) Description of Business

TradeStation Securities, Inc. (the Company or TradeStation Securities) is a wholly-owned subsidiary of
TradeStation Group, Inc. (the Parent Company). The Company is headquartered in Plantation, Florida, and
has branch offices in Chicago, Illinois, Richardson,Texas, and New York, New York.The Company is a
broker-dealer registered under the Securities Exchange Act of 1934 and is amember of the Financial Industry
Regulatory Authority (FINRA). The Company is also registered with the Commodity Futures Trading
Commission (CFTC) as a Futures Commission Merchant (FCM).

The Company offers TradeStation principally to the active trader and investor markets. TradeStation is an
electronic trading platform that enables customers to design, test and monitor their own custom trading
strategies and then automate them with electronic order placement.The trading platform currently offers
streaming real-time equities, equity options and futures market data,numerous other charting and analysis
functions and features, and manual or automated electronic order placement of equities, options and futures
trades.

As the clearing broker for its equities client base,the Company is responsible for custody and control over
the assets in those clients' accounts and provides a variety of back office functions including the settlement
of stock transactions with the Depository Trust & Clearing Corporation (DTCC) and options transactions
with the Options Clearing Corporation (OCC). In addition, the Company is responsible for possession or
control of customer securities and safeguarding of customer funds.

The Company also self-clears customer commodity and financial futures transactions for products with
clearance at CME Group and ICE Clear U.S.,which account for the majority of the Company's customers'
futures transactions. Clearance for commodity and financial futures transactions not cleared through CME
Group or ICE Clear U.S. is provided by Wedbush Securities. DTCC and OCC, together with other
organizations, such as the CME Group exchanges and ICE Clear U.S.,that perform similar clearing or
depository roles for their members, are collectively referred to in this report as "clearing organizations".

The Parent Company is a wholly-owned subsidiary of Monex Group, Inc. (Monex), headquartered in
Minato-ku, Tokyo and listed on Section One of the Tokyo Stock Exchange.Monex, principally through its
main subsidiary, Monex Inc., provides a variety of financial services to individual investors, including
securities brokerage, M&A advisory, debit and equity underwriting, asset management, investment
education, and other investment banking functions.

(2) Summary of Significant Accounting Policies

The following is a summary of significant accounting policies adhered to in the preparation of the financial
statements:

(a) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States requires management to make certain estimates and assumptions that affect the
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TRADESTATION SECURITIES, INC.
Notes to Financial Statement

March 31, 2018

reported amounts of assets and liabilities anddisclosure of contingent assets and liabilities at the date
of the financial statements.

(b) Cash and Cash Equivalents

Cash and cash equivalents consist of deposits with banks with an original maturity of three months or
less that are not segregated for regulatory purposes.

Based upon required regulatory calculations as of the last business day of the period, cash and cash
equivalents balance may increase or decrease by the second business day subsequent to period-end.
SeeCash and Investments Segregated In Compliance With Federal Regulations for details.

(c) Cash and Investments Segregated in Compliance with Federal Regulations

The Company is obligated by rules mandated by two of its primary regulators, the SEC andthe CFTC,
to set aside cash or qualified securities to satisfy regulations promulgated to protect customer assets.
Cash and investments segregated in compliance with federal regulations of $1.87billion consists of
$1.39 billion in cash and $477 million in United States Treasury securities. As of March 31, 2018,
amounts segregated in special reserve accounts consist of $1.31 billion at Sumitomo Mitsui Banking
Corporation, $411 million at BMO Harris Bank, $45 million at JPMorgan Chase,$88 million at CME
Group and ICE Clear US, collectively, and $8 million at Wedbush Securities.Of the total segregated
amount of $1.87billion, $1.31 billion is segregated in accordance with Rule 15c3-3 and$552 million
is segregated in accordance with CFTC requirements. On April 2, 2018, cash and investments
segregated in compliance with federal regulations increased by $19.6million asa result of a transfer
from cash and cash equivalents related to the 15c3-3 calculation as of March 31, 2018.

(d) Receivables from and Payables to Brokers, Dealers, Clearing Organizations and Clearing Agents

Receivables from brokers, dealers, clearing organizations and clearing agents consist primarily of cash
advanced for securities borrowed from broker-dealers (see Securities Borrowed and Loaned) and
deposits with the Company's clearing organizations. In addition, the Company accrues revenues and
related receivables for payments for order flow and securities lending revenues.Payables to brokers,
dealers and clearing organizations include amounts for securities loaned from broker dealers, payables
to clearing organizations and payables to brokers. See note 3 - Receivables from and Payables to
Brokers, Dealers, Clearing Organizations andClearing Agents.

(e) Securities Borrowed and Loaned

Securities borrowed and securities loaned transactions are recorded at the amount of cashcollateral

advanced or received and are reflected in receivables from brokers,dealers, clearing organizations and
clearing agents or payables to brokers, dealers and clearing organizations, respectively. Securities
borrowed transactions require the Company to provide the counterparty with collateral in the form of
cash. The Company receives collateral in the form of cash for securities loaned transactions. The
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TRADESTATION SECURITIES, INC.

Notes to Financial Statement

March 31, 2018

related interest receivable is included within receivables from broker-dealers and clearing
organizations on the accompanying statement of financial condition.

(f) Receivables from and Payable to Brokerage Customers

The Company performs periodic credit evaluations and provides allowances for potential credit losses,
as considered necessary, based upon its assessment of specifically identified unsecured receivables
and other factors. See note 4 - Receivables from Brokerage Customers.

Payable to brokerage customers primarily consists of client cash held in brokerage accounts and is
carried at the amount of client cash on deposit.Payables to brokerage customers also include futures
customers' gains and losses on open trades. During the year ended March 31, 2018, neither the
Company nor its commodities customers engaged in cleared swaps transactions under section 4d(f) of
the Commodity Exchange Act.

(g) Property and Equipment, net

Property and equipment are stated at cost, less accumulated depreciation. Property and equipment are
depreciated using the straight-line method over the estimated useful lives of the assets.Maintenance
and repairs are expensed when incurred; leasehold improvements are capitalized and amortized over
the lesser of its useful life or the term of the lease.Upon the sale or retirement of assets, the cost and
accumulated depreciation or amortization are removed from the accounts,and any gain or loss is
recognized.See note 5 - Property andEquipment,Net.

(h) Exchange Memberships

Exchange memberships are recorded at cost and are evaluated for impairment as circumstances may
warrant. (See Impairment of Long Lived Assets.)The Company's shares of ICE common stock are
carried at fair value based on the closing stock price of ICE. As of March 31, 2018 the shares were

valued at $1.1 million. The Company's exchange memberships and ICE shares are included within
other assets in the accompanying statement of financial condition.

(i) Impairment of Long-Lived Assets

The Company evaluates long-lived assets, including property and equipment, net and exchange
memberships, recorded at cost, for recoverability whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. Impairment losses are recognized if the
carrying amount exceeds the sum of the undiscounted cash flows estimated to be generated by those
assets.The amount of impairment lossis calculated as the amount by which the carrying value exceeds
fair value.No impairment occurred during the year ended March 31, 2018.

(j) Fair Value of Financial Instruments

The carrying amounts of cashandcash equivalents; cashand investments segregated in compliance
with federal regulations; deposits with clearing organizations, receivables from brokers, dealers,
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TRADESTATION SECURITIES, INC.
Notes to Financial Statement

March 31, 2018

clearingorganizationsandclearing agents;receivablesfrom brokeragecustomers;ICE commonstock
shares;payables to brokers,dealers andclearing organizations; andpayablesto brokerage customers
approximate fair value due to their short term nature asof March 31, 2018. See note 11 - Fair Value
for further discussion on fair value methodology.

(k) Securities and Futures Transactions

Customer securities transactions are recorded on a settlement-date basis, with such transactions
generally settling two business days after the trade date. Securities owned by equities and futures
customers, including those that collateralize margin loans or similar transactions, are not included in
the Company's financial statement. Customer futures transactions are recorded on a trade-date basis.

(l) Operating Leases

Rental payments, free rent, and leasehold and other incentives are recognized on a straight-line basis
over the life of a lease.Leasehold improvements are amortized over the shorter of their useful life or
the lease term. See note 12 - Commitments and Contingencies - Operating Leases.

(m) Income Taxes

The Company accounts for income taxes under the asset and liability method. Deferred tax assetsand
liabilities are determined based on differences between the financial reporting and tax bases of assets
and liabilities using enacted tax rates in effect for periods in which the differences are expected to
reverse. The effect of changes in tax rates on deferred tax assets and liabilities are recognized in
income in the period that includes the enactment date. A valuation allowance is established for
deferred tax assets when management determines that it is more likely than not that some portion or
all of a deferred tax asset will not be realized. The Company recognizes the effect of income tax
positions only if those positions are more likely than not of being sustained.Recognized income tax
positions are measured at the largest amount that is greater than 50% likely of beingrealized.Changes
in recognition or measurement are reflected in the period in which the change in judgment occurs. It

was determined that there were no material uncertain tax positions that are not considered more likely
than not to be sustained asof March 31, 2018.

The Company's results are included in the consolidated federal and state income tax returns of the

Parent Company. As required,the Company records any income tax expense and liability based upon
its operations on a stand-alone basis,even though the Company is part of the consolidated income tax
returns.See note 9 - Income Taxes.

6



TRADESTATION SECURITIES, INC.

Notes to Financial Statement

March 31, 2018

(3) Receivables from and Payables to Brokers, Dealers, Clearing Organizations and Clearing Agents

Receivables from brokers, dealers, clearing organizations andclearing agents consist of the following asof
March 31, 2018 (in thousands):

Securities borrowed from broker-dealers $ 201,038
Deposits with clearing organizations 89,192
Fees and commissions receivable from

clearing agents 1,950
Securities failed to deliver to

broker-dealers and other 190

$ 292,370

As a self-clearing broker-dealer and FCM, the Company is subject to clearing organization and other cash
deposit requirements which are,andmay continue to be, large in relation to the Company's total liquid assets,
and which may fluctuate significantly from time to time based upon the nature and size of the Company's
active trader clients' trading activity.

As of March 31, 2018, the Company had cash deposits and U.S.treasuries with clearing organizations
totaling $30.9million and $58.3 million, respectively, for the clearing of stock trades, standardized equity
option trades and futures trades.

Payables to brokers, dealers, and clearing organizations consist of the following as of March 31, 2018 (in
thousands):

Securities loaned to broker-dealers $ 160,924
Payables to clearing organizations 3,314
Payables to brokers 9

$ 164,247

The Company's securities borrowing and securities lending transactions are transacted under master
agreements that are widely used by counterparties and that may allow for net settlements of payments in the
normal course,as well as offsetting of all contracts with a given counterparty in the event of a bankruptcy or
default of one of the two parties to the transaction. The Company does not offset securities borrowing and
securities lending transactions within the statement of financial condition. The following table presents
information about these transactions to evaluate the potential effects of rights of setoff between these
recognized assetsand liabilities asof March 31, 2018 (in thousands):

7
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Notes to Financial Statement

March 31, 2018

Gross amounts not offset in the
statement of financial condition

Amounts
Gross amounts presented

Gross amounts offset in the in the Collateral

of recognized statement of statement of received or
assetsand financial financial pledged
liabilities condition condition (including cash) Net amount

Assets:
Securities borrowed from

broker-dealers $ 201,038 $ - $ 201,038 $ (177,442) $ 23,596

Liabilities:
Securities loanedto

broker-dealers $ 160,932 $ - $ 160,932 $ (142,412) $ 18,520

Included in securities borrowed from broker-dealers is $76.0million and included in securities loaned to

broker-dealers is $97.3million transacted through a program with a clearing organization, which guarantees
the return of cash to the Company. For presentation purposes, these amounts presented are based on the
original counterparties to the Company's master securities loan agreements.

(4) Receivables from Brokerage Customers

Receivables from brokerage customers of $95.5million at March 31,2018 consist primarily of margin loans
to the Company'sbrokerage customers.Securities owned by brokerage customers are held as collateral for
margin loans.Suchcollateral is not reflected in the statement of financial condition.

At March 31,2018,the Companywascharginga base margin debit interest rate of 8.5%per annumon debit
balancesin brokeragecustomeraccounts.
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Notes to Financial Statement

March 31, 2018

(5) Property and Equipment, Net

Property and equipment, net,consist of the following as of March 31, 2018 (in thousands):

Estimated
useful life
in years Amount

Computers and software 3 - 5 $ 4,814
Furniture and equipment 3 - 7 942
Leasehold improvements 5 - 10 101

5,857

Accumulated depreciation (5,591)

$ 266

(6) Related Party Transactions

The Company has a License and Support Agreement (the Agreement) with TradeStation Technologies, Inc.
(TTI), a wholly owned subsidiary of the Parent Company.

The terms of the Agreement require the Company to pay for the licensing of the TradeStation platform plus
support and other services. The Company is charged a monthly licensing fee for each customer using
TradeStation. The Agreement also requires the Company to pay monthly fees for administrative services.

The Company has an expense-sharing agreement with the Parent Company, TTI, and TradeStation
International Limited (TSIL), a wholly owned subsidiary of the Parent Company authorized by the United
Kingdom Financial Conduct Authority (FCA) to introduce brokerage accounts. The expense-sharing

agreement, in compliance with FINRA Notice to Member 03-63, requires the allocation among the parties
of all costs and expenses paid by any member of the group from which other parties benefit. The Company
also has a third-party introduction agreement with TSIL, which is authorized to introduce brokerage
customers in the United Kingdom and the European Union to the Company.

The Parent Company has an operating lease agreement, expiring in May 2022, for its corporate headquarters
in Plantation, FL. The Company is allocated a portion of the cost of this lease, based on headcount.

The Company provides services to an affiliate for software development projects. The Company's revenue
is based on a 15% mark-up on the salaries and benefits and other overhead expenses incurred by the Company
in the performance of such services.

On April 18,2014, the Company entered into a credit facility agreement with Monex, Inc., a subsidiary of
Monex. The agreement permitted the Company to borrow up to $50 million from Monex, Inc. for general
operational needs bearing an interest rate agreed upon by both parties on the drawdown date and a maturity
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date not to exceed threemonths from the funding date.The agreement expiredMarch 31,2018 andwasnot
renewed. During the year ended March 31,2018, the Companyrepaid$4 million and did not drawdown any
additional amounts on this facility. The interest rate charged for the one credit facility rollover was 2.0%.

On January 25, 2017, the Company and its Parent Company entered into a revolving credit facility
agreement. Under the credit facility, the Company can borrow up to $80 million available to the Company
for liquidity or working capital needs.During the year ended March 31, 2018, the Company utilized the
credit facility on one occasion borrowing $20 million for a duration of two days at an interest rate of 2.2%.
This revolving credit facility is supported by revolving credit facilities the Parent Company maintains with
unaffiliated banks and Monex Finance Corporation, an affiliate.

The amount due to affiliated companies represents the net amounts payable to certain affiliates as the result
of various transactions, including amounts payable under the License and Support Agreement and the
expense-sharing agreement. These amounts are noninterest bearing, have no defined repayment terms, and
are expected to be repaid using current available cash balances or through future profits earned by the
Company.

The amount due from affiliated companies represents the net amounts receivable from certain affiliates as a
result of various transactions, including amount receivable under the expense-sharing agreement. These
amounts are noninterest bearing,have no defined repayment terms,and are expected to be repaid primarily
to the Companyby its affiliates using their available cashbalances.

(7) Payables to Brokerage Customers

At March 31, 2018, payables to brokerage customers, consisting primarily of cash balances in brokerage
customer accounts, totaled $2.02billion. At March 31,2018, the interest rate paid by the Company on certain
qualifying cash balances was 0.40% on balances in equities brokerage customer accounts and 0.25% on
balances in commodities customer accounts. These rates increased to 0.55% and 0.30%, respectively on
April 1, 2018.

(8) Employee Benefit Plans

The Company participates in the Parent Company's defined contribution 401(k) plan (the 401(k) Plan). All
employees with at least three months of continuous service are eligible to participate and may contribute up
to 60% of their compensation up to the annual limit set by the Internal Revenue Service. Employer matching
contributions are discretionary, asdefined in the 401(k) Plan, and are vested 20% for each year of service.

(9) Income Taxes

As of March 31, 2018, the Company had income tax payable of $6.5 million, included in accounts payable
andaccrued liabilities, pertaining to federal and certain state jurisdictions. Upon the filing of the income tax
returns, the majority of the Company's income taxes receivable andpayable will be settled. The Company
is no longer subject to United States federal tax examinations for periods prior to March 31, 2014 or state
and local tax examinations prior to 2011.
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Deferred income tax assets and liabilities are recorded when revenues and expenses are recognized in
different periods for financial and income tax reporting purposes.The temporary differences that created
deferred income tax assets and liabilities are as follows as of March 31, 2018 (in thousands):

Deferred income tax assets:
Accrued expenses and other $ 711
Stock-based compensation 98
Hurricane relief credit 55

Gross deferred tax assets 864

Deferred income tax liabilities:

Property and equipment, net (31)
Other (7)

Net deferred tax assets $ 826

No valuation allowance was recorded for deferred tax assets as of March 31, 2018. Management considered
whether it is more likely than not that some portion or all of the deferred tax assetswill not be realized. The
future benefit of deferred tax assets is dependent upon the generation of future taxable income during the
periods in which these temporary differences become deductible. Management considers the projected
future taxable income, the scheduled reversal of deferred tax liabilities and tax planning strategies in making
this assessment.

Tax Reform

On December 22, 2017, President Trump signed the Tax Cuts and Jobs Act of 2017 (the "2017 Act") into
law, which includes a broad range of tax changes affecting businesses, including corporate tax rates,
business deductions,and international tax provisions, and provides the most significant overhaul of the US
tax code in more than 30 years.The legislation is generally effective for tax years beginning after
December 31,2017. The bill also includes some temporary measures andprovides transition rules for
certain items.ASC 740, Accounting for Income Taxes ("ASC 740"), requires the effects of changes in tax
laws or rates to be recognized in the period in which the law is enacted regardless of the effective date.As
aresult, the Company remeasured its deferred tax liabilities and deferred tax assets, along with evaluating
any other tax accounting implications related to the 2017 Act.

(10) Net Capital Requirements

The Company is subject to the net capital requirements of the SEC's Uniform Net Capital Rule
(Rule 15c3-1), which is administered by the SEC and FINRA, and the CFTC financial requirement
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(Regulation 1.17under the Commodity Exchange Act), which is administered by the CFTC and the NFA.
Under these rules, the Company calculates its net capital requirements using the "alternative method,"which
requires the maintenance of minimum net capital, as defined by the rules, equal to the highest of:
(i) $1,500,000; (ii) 8.0% of domestic and foreign domiciled customer and noncustomer (excluding
proprietary) risk maintenance margin/performance bond requirements for all domestic and foreign futures,
options on futures contracts and cleared over-the-counter derivatives positions, excluding the risk margin
associated with naked long option positions; or (iii) 2.0% of aggregate customer debit items. At March 31,
2018, the Company had net capital of $89.1million (50.51% of aggregate debit items), which was $84.4
million in excess of its required net capital of $4.7 million.

(11) Fair Value

The Fair Value Measurements and Disclosures Topic establishes a fair value hierarchy, which requires an
entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring
fair value. In accordance with guidance under the Fair Value Measurements and Disclosures Topic, three
levels of inputs may be used to measure fair value:

Level 1 - Valuations based on quoted prices in active markets for identical assets or liabilities. The
Company's Level 1 assets consist primarily of U.S.Treasuries which are included under cash and
investments segregated in compliance with federal regulations and receivables from brokers, dealers,
clearing organizations and clearing agents. As of March 31, 2018, the Company's U.S.Treasuries had
maturities through January 2020. In addition, the Company's ICE common stock shares are valued based on
closing price of the stock.

Level2 - Valuations based on one or more quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly. The Conípany's only Level 2 measurement
includes stock-based compensation awards,which are measured on a recurring basis.These awards are
valued at $405,000 as of March 31,2018.

Level 3 - Valuations based on inputs that are unobservable and significant to the overall fair value
measurement. The Company did not hold any Level 3 assetsasof and during the year ended March 31,2018.

The following table summarizes the fair value of securities measured on a recurring basis in the Company's
statement of financial condition as of March 31, 2018 (in thousands):

Investments segregated in compliance
with federal regulations $ 476,729

Receivables from brokers,dealers,
clearing organizations andclearing agents 57,744

ICE common stock shares 1,147

$ 535,620
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For the Company's investments in U.S.Treasuries,the fair value equals the quoted market price of each
U.S.Treasury Bill. The carrying amounts of the Company's financial assets and financial liabilities which
include cash and cash equivalents, cash and investments segregated in compliance with federal regulations,
receivables from and payable to brokers,dealers,and clearing organizations,receivables from and payables
to brokerage customers approximate fair value due to their short-term nature. There were no transfers
between levels during the year ended March 31, 2018.

(12) Commitments and Contingencies

(a) Operating Leases

The Company is obligated under non-cancelable operating leases for its Chicago office expiring in
February 2027 and its New York office expiring in September 2023.Future minimum lease payments
as of March 31, 2018, under all operating leases, are as follows (in thousands):

Year ended March 31,
2019 $ 489
2020 502
2021 517
2022 541
2023 544
Thereafter 1,708

$ 4,301

(b) Litigation and Claims

In February2010,the Company andthe Parent Companywerenamedasdefendantsin a complaint
filed in the United States District Court, Northern District of Illinois, Eastern Division, styled Trading

Technologies International, Inc. v. TradeStation Securities, Inc.and TradeStation Group, Inc.,Case
No.10-cy-884 (USDC, N.D.Ill.) (The Company and the Parent Company are collectively referred to
in this description as "TradeStation"). Trading Technologies International (TT) alleges that
TradeStation infringed and continues to infringe ten (10) patents held by TT. TT seeks a judgment
enjoining the alleged infringement and awarding unspecified damages and costs. TradeStation
answered the complaint in August 2010 generally denying the allegations and asserting a variety of
affirmative defenses. On February 3, 2011, a federal judge granted TT's motion to consolidate 12
similar actions. From July 2015 through approximately April 2016 TradeStation filed Covered
Business Method Petitions (CBM Petitions) with the Patent Trademark Office Trial andAppeal Board
(PTAB) on all of the TT patents upon which TradeStation is being sued,seeking to invalidate them,
all of which were instituted based on the PTAB's preliminary finding that it is more likely than not
that the patents are invalid in whole or in part. The federal district court stayed the case based upon
the institutions by the PTAB of the CBM Petitions.
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The PTAB found one of TT's patents ('304) to be not invalid on the grounds of patentable subject
matter, but found the other TT patent ('132) substantially invalid based on obviousness (prior art),
with the exception of three claims (out of the total 56 claims) in that patent. As to the '304patent,
obviousness was not challenged in the PTAB petition, but may be challenged separately in the district
court if and when the litigation resumes. The PTAB has invalidated the remaining eight TT patents
on unpatentable subject matter and/or obviousness grounds. It hasalso invalidated one other similar
TT patent ('055) that was not asserted against TradeStation in the litigations. Both TradeStation and
TT have appealed and cross-appealed all of the PTAB final decisions. Briefing is complete or nearly
complete for several of those appeals which may be heard at the same oral argument session before
the court of appeals, although there is also apossibility that the court will schedule multiple arguments.
As of this writing, ten appeals have been filed in total, all of which have briefing schedules. In view
of the PTAB decision finding at least one TT patent not invalid, TT has sought to resume matters in
the District Court. The parties have briefed their respective positions on whether any litigation
discovery should occur while the CBM appeals are pending. The Federal Judge conducted a status
conference on December 13,2017 during which the parties discussed the status of the PTAB matters,
their appeals,and whether the stay should be lifted for limited discovery on the '304 patent. The
Federal Judge has yet to rule on whether the stay should be partially lifted. It is difficult to predict the
outcome of this matter, however, the Company believes it has meritorious defenses to the allegations
made in the complaint and intends to defend itself vigorously against them. However, litigation is
inherently uncertain and there can be no assurance given that the Company will prevail or that this
litigation can be settled on favorable terms.

On February 16,2016, the Company's affiliate, TradeStation Technologies, Inc. (TTI), also a wholly-
owned subsidiary of the Parent Company, filed a civil complaint in the United States District Court
for the Southern District of Florida currently styled TradeStation Technologies, Inc., v. Trading
Technologies International, Inc. v. TradeStation Technologies, Inc., TradeStation Securities, Inc.,
TradeStation Group, Inc. and IBFX, Inc., Case No. 0:16-cy-60296-WJZ (USDC, S.D. FL.) (The
Company, the Parent Company, TTI and IBFX are collectively referred to in this description as
"TradeStation"). TTI alleged infringement by TT of TTI's U.S.Patent 7,379,909 Bl ('909 Patent) and
seeks injunctive relief and an undisclosed amount of money damages and royalties.

On April 14,2016, TT filed its answer and affirmative defenses, generally denying the allegations in
the complaint, and also filed a counterclaim against TradeStation alleging infringement of eight (8)
additional patents held by TT (which are different from the ten (10) patents asserted by TT in the
Northern District of Illinois case described above, but generally relate to the same overall subject
matter). TT seeks dismissal of TTI's complaint, denial of relief pursuant to the '909 patent, and
injunctive relief and money damages for alleged infringement of the TT patents.TradeStation filed a
motion to dismiss TT's counterclaim for failure to state a claim and to stay the casein its entirety based
in part on the CBM Petitions filed against the patents asserted in the Northern District of Illinois case
described above,aswell as two additional CBM Petitions related to TTI patents in this case.On June
10, 2016, TradeStation filed a motion to dismiss the counterclaim for failure to state a claim and to

stay the case in its entirety based in part on the CBM Petitions filed in the Illinois Case, aswell astwo
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additional CBM Petitions TSTI filed in this case with respect to two of the patents asserted by TT in
its counterclaim. The motion for stay was granted and upheld on appeal. On November 17,2017, the
PTAB ruled the two TT patents invalid.

TT appealed both of these decisions on January 18,2018 andthey do not yet have anappellate briefing
schedule. It is difficult to predict the outcome of the matter, however, the Company believes it has a
meritorious claim against TT, as well as meritorious defenses to the allegations made in TT's
counterclaim and the Company intends to defend itself vigorously against them. However, litigation
is inherently uncertain and there can be no assurance given that the Company will prevail or that this
litigation can be settled on favorable terms.

On December 3, 2015, the Company, the Parent Company and TradeStation Technologies, Inc.
(collectively referred to in this description as "TradeStation") were named as defendants in a case filed
in the United States District Court for the Eastern District of Texas styled Chart Trading Development,
LLC v. TradeStation Group, Inc.,TradeStation Securities, Inc. and TradeStation Technologies, Inc.
Chart Trading Development (CTD) alleges that TradeStation directly and indirectly infringed and
continues to infringe three patents held by CTD. CTD seeks a judgment enjoining the alleged
infringement and awarding unspecified damages andcosts. On the same day CTD filed its complaint
against TradeStation, CTD also filed virtually identical complaints against several other companies.
TradeStation and the other defendants have filed CBM Petitions with the PTAB with respect to all
three (3) patents. On February 23, 2016, TradeStation and the other defendants also filed aMotion to
Stay or, Alternatively, Dismiss based in part on the filing of CBM Petitions. On March 30, 2016, the
court granted the stay motion. In August and September 2016, the Patent Office instituted CBM review
on the patents-in-suit, andheld oral hearings on those proceedings on May 11,2017 and June 8,2017.
On August 18,2017, the PTAB determined that all claims under two of the patents-in-suit were not
eligible for patent protection on Section 101 Grounds and were also unpatentable, as obvious, on
Section 103 Grounds. On September 6, 2017, all claims under the remaining patent-in-suit (along with
two other patents asserted against other defendants) were found to be patent ineligible on Section 101
Grounds. On October 20, 2017, CTD filed two appeals ofthe August 18 PTAB decisions to the United
States Court of Appeals for the Federal Circuit. The appeals were consolidated on November 1,2017
and CTD filed its opening brief on February 20, 2018. The Appellees filed their answer brief on May
2,2018, and CTD has until June 6,2018 to file their reply brief. The deadline to appeal the September
6 PTAB decisions has now passed without a notice of appeal by CTD. It is difficult to predict the
outcome of the matter, however, the Company believes it hasmeritorious defenses to the allegations
made in the complaint and intends to defend itself vigorously against them.

However, litigation is inherently uncertain and there canbe no assurance given that the Company will
prevail or that this litigation can be settled on favorable terms.

In accordance with ASC 450, "Loss Contingencies", the Company accrues a liability when it is
probable that a liability has been incurred and the amount of the loss can be reasonably estimated. In
many lawsuits and regulatory proceedings, it is not possible to determine whether a liability has been

15



TRADESTATION SECURITIES, INC.
Notes to Financial Statement

March 31,2018

incurred or to estimate the ultimate or minimum amount of that liability until the matter is close to
resolution. In view of the inherent difficulty of predicting the outcome of such matters,the Company
cannot determine the probability or estimate what the eventual loss or range of loss related to such
matters will be.Subject to the foregoing, the Company continues to assessthese matters and believes,
in conjunction with consultation with outside counsel that based on information available to it, that the
resolution of these matters will not have amaterial adverse effect on its statement of financial condition
for the year ended March 31, 2018.

The Company is alsoengaged in regulatory matters, including investigations and enforcement, as well
as regulatory exams that could result in investigations and enforcement, and routine civil litigation,
such as customer arbitrations and reparations proceedings and,from time to time, actions brought by
former employees relating to termination of employment. Pending regulatory investigations and
enforcement actions could ultimately result in a censure and/or fine, and such other civil litigation
could result in judgments or settlements for damages and other relief.

While no assurances can be given, the Company does not believe that the ultimate outcome of any
such pending regulatory or civil matters will result in a material, adverse effect on the Company's
business or financial condition.

(c) General Contingencies and Guarantees

In the ordinary course of business, there are various contingencies that are not reflected in the statement
of financial condition. These include customer activities involving the execution, settlement and
financing of various customer securities and futures transactions. These activities may expose the
Company to off-balance sheet credit risk in the event the customers are unable to fulfill their
contractual obligations.

In margin transactions, the Company may be obligated for credit extended to its customers by the

Company or its' clearing agents that is collateralized by cash and securities in the customers' accounts.
In connection with securities activities, the Company also executes customer transactions involving
the sale of securities not yet purchased (short sales), all of which are transacted on a margin basis
subject to federal, self-regulatory organization andindividual exchange regulations andthe Company's
internal policies. Additionally, the Company may be obligated for credit extended to its customers by
its clearing agents for futures transactions that the Company borrows securities temporarily from other
broker-dealers in connection with its broker-dealer business.The Company deposits cash ascollateral
for the securities borrowed. Decreases in securities prices may cause the market value of the securities
borrowed to fall below the amount of cashdeposited as collateral. In the event the counterparty to
these transactions does not return the cashdeposited,the Company may be exposed to the risk of
selling the securities at prevailing market prices. The Company seeks to manage this risk by requiring
credit approvals for counterparties, by monitoring the collateral values on a daily basis, and by
requiring cashto be returned as needed.
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The Company loans securities temporarily to other broker-dealers in connection with its broker-dealer
business.The Company receives cash as collateral for the securities loaned. Increases in securities
prices may cause the market value of the securities loaned to exceed the amount of cashreceived as
collateral. In the event the counterparty to these transactions does not return the loaned securities, the
Company may be exposed to the risk of acquiring the securities at prevailing market prices in order to
satisfy its client obligations. The Company mitigates this risk by requiring credit approvals for
counterparties, by monitoring the market value of securities loaned on a daily basis and requiring
additional cash as collateral when necessary.

The customers' financing and securities settlement activities may require the Company and its clearing
agents to pledge customer securities as collateral in support of various secured financing sources,
which may include bank loans.In the event the counterparty is unable to meet its contractual obligation
to return customer securities pledged ascollateral, the Company may be exposed to the risk of needing
to acquire the securities at prevailing market prices in order to satisfy its obligations. The Company
seeks to manage this risk by monitoring the market value of securities pledged on a daily basis.The
Company provides guarantees to its clearing organization and exchanges under their standard
membership agreements, which require members to guarantee the performance of other members.
Under the agreements, if another member becomes unable to satisfy its obligations to clearing
organization or exchange, other members would be required to meet shortfalls. The Company's
liability under these arrangements is not quantifiable and may exceed the cash and securities it has
posted as collateral. However, management believes that the possibility of the Company being required
to make payments under these arrangements is remote.Accordingly, no liability hasbeen recorded for
these potential events.

(13) Subsequent Events

The Company hasevaluated events andtransactionsoccurring subsequent to March 31,2018 as of May 30,
2018.Management believes that no material events have occurred since March 31, 2018 that require
recognition or disclosure in the financial statement.
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